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THE MINNESOTA RAILWAY VALUATION 

In spite of frequent and forcible denunciation of the 
movement as "arrant economic moonshine," the effort 
to arrive at a knowledge of the value of railroad properties 
on the physical side still continues. Minnesota is the latest 
State to prepare such a valuation. The work was under- 
taken by the Railroad and Warehouse Commission three 
years ago, and was made public in January of the present 
year in the form of a supplement to the annual report for 
1908. It has been the purpose of the Commission to make a 
more comprehensive and more detailed investigation of the 
problem than had previously been made by any public offi- 
cials; and the report of the engineer in charge of the work 
seems to show that this purpose has been carried out. 

The methods followed in making the valuation do not 
differ materially from those employed in the Michigan and 
Wisconsin valuations. The co-operation of the companies 
was enlisted. They filled out blanks prepared by the Com- 
mission showing in detail quantities and values; and these 
returns having been made, the Commission began the work 
of checking and verifying them. 1 

1 "The method employed by the Commission in verifying the statements sub- 
mitted by the railways has been to make a more or less minute inspection of the 
various properties When a section or sections of a road were to be inspected the 
Commission has hired at the expense of the state a special train over whose move- 
ments it had complete control The train would be taken out over the road by 
one or more members of the Commission, accompanied by the chief engineer of 
the Commission, two assistant engineers, and the division superintendent and 
roadmaster of the railway. The tram was stopped at intervals of from one mile 
to four or five miles, the length of the run depending upon the character of the part 
of the road being passed over The blanks that had been filled by the railway 
with information respecting the physical properties in and along the line traversed 
were taken along When the train stopped the party got out, and the engineers 
of the Commission made a careful inspection of the roadway, adjacent buildings, 
etc , counting the ties, examining the rails and their fastenings, measuring the 
cuts and fills, classifying tunnels and bridges, examining the buildings and noting 
in their field books what they found The actual conditions and facts observed 
were compared with the information which the railway had submitted regarding 
this particular portion of its hne " Twenty-third Annual Report, Railroads and 
Warehouse Commission, 1907 
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While it is expected by the Commission that the valua- 
tion may throw some light on the question as to whether 
the gross earnings tax which the railroads now pay in lieu 
of all other taxes is fair or not, its avowed chief purpose in 
making the valuation is to furnish a basis for rates within 
the State The inquiry was not begun because the Commis- 
sion has any new theory of rates or of value to advance, 
but as a result of the repeated declaration of the courts that 
the "fair valuation" upon which the railroads are entitled 
to a "reasonable return" is in some way related to the in- 
vestment made, to the cost of reproducing the property, and 
to the present value. Just what weight may be assigned 
to each of these factors by the court in any given case, no 
one can tell. They are factors, however, about which the 
courts desire accurate information; and the Minnesota 
Commission has undertaken to supply it rather than leave 
it for the railroads to supply. 

Already the valuation made by the Commission has 
become of the greatest importance in the cases now pend- 
ing in the Federal court. The Legislature of 1907 enacted 
a two-cent fare law and a commodity rate law, both of which, 
it was "understood" at the time, the railways would ac- 
cept without a contest. These laws have, however, been 
attacked, as well as the merchandise rates put into force 
by the Commission in the fall of 1906 A master in chancery 
has been taking testimony since last July in what promises 
to be the most exhaustive judicial inquiry into the question 
of a "fair valuation" yet made in this country The part 
the Commission's valuation is likely to play in these cases 
makes its work of the utmost importance 

It had been the hope of the Commission to present data 
covering the original cost of the railroad properties, but 
loss or destruction of reports of most of the early roads 
has made this impossible. The report presents no data on 
this subject, though it is understood estimates of original 
cost have been made, based on the cost of recently con- 
structed roads, for submission to the court. The report 
shows the " cost of reproduction " of the properties new, as 



544 QUARTERLY JOURNAL OF ECONOMICS 

of date of June 30, 1907, at the average prices for labor and 
materials current for the year 1905, also the "present 
value" ascertained by deducting from cost of reproduction 
new the depreciation estimated for each property. 

The Commission is contending for a construction of 
"cost of reproduction" very different from that urged by 
the railroads, the acceptance or rejection of which involves 
many millions of dollars in the valuation, and thus affects, 
presumably, the basis of rate making. The Commission 
followed the well-known "sales-method" in appraising the 
right of way and terminal sites. It is a matter of common 
knowledge that a railroad company, for reasons easily under- 
stood, has usually to pay more than the market price of 
land for right of way. The transfers examined for this re- 
port show that on the average the companies had to pay 
1.7 times as much as the normal value. The average ratio 
for individual roads ranges from 1.2 to 3. This ratio of 
the price the railroads had to pay to the normal value of 
contiguous land is called by the engineer the "multiple," 
and the point of contention is over the inclusion of these 
multiples in the "cost of reproduction" The Commis- 
sion holds they should not be included Its position seems 
to be this: If a railroad is being built through a territory 
where land is worth, say, $10 per acre, and the company has 
to pay $30 for its right of way, that must be written down 
as its cost. If contiguous lands advance to $100 per acre, 
no question is raised as to the railroad's right to the incre- 
ment The railroad and the farmer alike may enjoy the 
benefits society has bestowed upon them. But it is held 
to be unjust to allow that increased value to be multiplied 
by three for a "railroad value" of the land on the hypoth- 
esis that the road would have to pay $300 if it had to build 
the road new. Railroads do not have to acquire a right of 
way every time there is an advance in the price of land. 
The determination of this question is already one of great 
moment. Including the multiples, the value of right of 
way and terminal lands in Minnesota with its 7,596 miles 
of roadway is $73,201,757. Omitting them, it is $41,275,- 
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259, a difference of $32,000,000. The Commission points 
out that the divergence between normal and railroad val- 
ues will be greater as time goes on, and that the treatment 
of this difference is fraught with grave consequences. 

Another point of contention is over the inclusion of an 
item of some $12,000,000 for adaptation and solidification 
of road-bed. The theory on which it is proposed to exclude 
this item from cost of reproduction is that it was not paid 
out of capital, but out of income and charged to operating 
expenses. Such betterments, of course, should never have 
been paid for out of earnings; but, when it is remembered 
that the courts have generally clothed such transactions 
with a sacrosanct character when once they have been capi- 
talized and stocks have passed into the hands of investors, 
it does not seem probable the Commission will carry its 
point. 

If these two items are included, they will affect materially 
such items of cost as the percentage allowed for "engineer- 
ing, superintendence, and legal expenses," the allowance 
for "contingencies," and that for interest during construc- 
tion. The cost of reproduction new, including the dis- 
puted items, amounts to $411,735,194. Omitting these 
items, it is $360,961,547. But this is not the true present 
value at date of appraisal. Deducting the carefully made 
estimates of depreciation of certain kinds of property, as 
rolling stock, rails, ties, and the like, the Commission's 
"present value," including the multiples and adaptation 
of road-bed, is $360,480,160; while omitting these, it is 
$309,706,518. The cost of reproduction submitted by the 
railway companies for June 30, 1906, which, of course, 
include the disputed items, and apparently makes no al- 
lowance for depreciation, is $500,675,780. 

The results of the investigation have been a surprise to 
shippers and others who have been contending that the roads 
have been over-valued and over-capitalized, and that rates 
should be reduced. The' commercial valuation of the Census 
Bureau as of June 30, 1904, showed the Minnesota roads 
to be worth $59,800 per mile. The stock and bond value 
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of the roads as shown by the report under review, for June 
30, 1907, the date of the physical valuation, showed the 
nineteen carrying roads of the State to be capitalized at 
$44,206 per mile. Such valuations have been thought 
by the advocates of rate reduction extravagant and useless 
as a basis of rate legislation. The Sundberg Senate Com- 
mittee of 1907, after a hasty inquiry into the value of the 
properties to secure a basis for legislation during the session 
of that year, reported $27,000 per mile as a fair valuation; 
and this apparently had some weight in securing the rate 
reductions of that year. The physical valuation which had 
been made in Wisconsin in 1903 had also been relied upon; 
and that had given the cost of reproduction at $30,900 per 
mile, and the present value at $25,500, in a neighboring State 
where railroad building was scarcely more difficult than in 
Minnesota. The Commission's appraisal seems, therefore, 
startlingly high to those who have been familiar with these 
figures. The cost of reproducing the nineteen carrying 
roads, capitalized as shown above at $44,206 per mile, Is 
found by the Commission to be $52,430 per mile, when mul- 
tiples and adaptation and solidification of roadway are 
included, and $46,202, omitting these items. 

The difference in the results of the Wisconsin valuation 
and those of the Minnesota inquiry is not easily explained. 
The Wisconsin roads are somewhat nearer the markets 
where supplies are bought, the average prices used for the 
five-year period prior to 1903 were considerably lower than 
the 1905 prices used by the Commission, and terminal 
properties in Minnesota are more valuable than those in 
Wisconsin; but, after making allowance for these differ- 
ences and for the psychological element involved in the fact 
that in Wisconsin the valuation was made as a basis for 
taxation, while in Minnesota it was made as a basis of rate 
regulation, the discrepancies in the two valuations are not 
easily explained. Nevertheless, the report must be looked 
upon as an important aid towards the solution of several 
questions concerning a "fair valuation" which are in great 
need of clarification It will be of interest to observe what 
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disposition the courts will make of the several questions 
raised by it. 1 If the higher valuation is allowed by the 
courts, another issue is sure to be raised, over the question 
of taxation. Indeed, it is already raised by the State Tax 
Commission in its report for 1908, where it is shown that 
the taxes paid under the 4 per cent, gross earnings law 
fall short by $1,800,000 of the amount that ought to be 
paid if the valuation contended for by the railroads is 
accepted. In that case it is certain the legislature will 
increase the rate of the gross earnings tax. 



G. O. Virtue. 



Winona, Minnesota. 



1 A comparative view 
convenience given below: — 
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Per Mile 




Total. 


of Road- 
way. 


Railroad and Warehouse Commission appraisal: — 






Reproduction, all roads, including multiples, etc. 


$411,735,194 


$54,201 


Reproduction, all roads, omitting multiples, etc. . . 


360,961,547 


47,517 


Present value, all roads, including multiples . . . 


360,480,160 


47,456 


Present value, all roads, omitting multiples .... 


309,706,563 


40,772 


Reproduction, carrying roads, including multiples . 


397,299,470 


52,430 


Reproduction, carrying roads, omitting multiples . 


350,106,320 


46,202 


Railroad Companies appraisal, June, 1906, all roads . 


500,675,780 


65,909 


Commercial value, Census Bureau, 1904 


466,734,000 


59,800 


Stock and Bond Debt, nineteeen carrying roads, 1907, 


334,979,691 


44,206 




215,000,000 


27,000 


Physical valuation, Wisconsin roads, 1903: — 








~ 


30,900 







